Before the
FEDERAL COMMUNICATIONS COMMISSION
Washington, D.C. 20554

In the Matter of )
)
Federal-State Joint Board on ) CC Docket No. 96-45
Universal Service )
)
REPLY COMMENTS OF THE

UNITED STATES TELECOM ASSOCIATION

The United States Telecom Association (USTA)," through the undersigned and pursuant
to the Public Notice released by the Federal Communications Commission’s (FCC’s or
Commission’s) Wireline Competition Bureau (WCB)? and pursuant to sections 1.415 and 1.419
of the Commission’s rules,’ hereby submits its reply comments on the Recommended Decision.
In these reply comments, USTA responds to the comments filed by AT&T Corp. (AT&T).
Specifically, USTA addresses AT&T’s recommendation that the “Commission should now begin
the task of developing the permanent support mechanisms for the rural carriers, based on the
same principles and features of the [universal service support] program for nonrural carriers,
including funding based on forward-looking economic costs.”

USTA reiterates and re-emphasizes here what it stated in its comments in this proceeding
on the Recommended Decision. USTA noted in its comments that the Commission did not refer

to the Federal-State Joint Board on Universal Service (Joint Board) for consideration any matters

regarding the rural high-cost universal support mechanism. In fact, the Joint Board specifically

"'USTA is the Nation’s oldest trade organization for the local exchange carrier industry. USTA’s carrier members
provide a full array of voice, data and video services over wireline and wireless networks.

2 Public Notice, DA 02-2976 (rel. Nov. 5, 2002) soliciting comment on Federal-State Joint Board on Universal
Service, CC Docket 96-45, Recommended Decision (rel. Oct. 16, 2002) (Recommended Decision).

*47 C.F.R. §§1.415 and 1.419.

* AT&T Comments at 20.
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acknowledged that its Recommended Decision only applied the non-rural high-cost universal
service support mechanism, not the rural mechanism. Importantly, USTA notes that, with the
exception of AT&T, no commenting party in this proceeding has suggested that the
determinations of this proceeding on the non-rural high-cost mechanism should be applied to the
rural high-cost mechanism. Rather, several parties (i.e., National Rural Telecom Association
(NRTA), the Organization for the Promotion and Advancement of Small Telecommunications
Companies (OPASTCO), and GVNW Consulting, Inc. (GVNW)), like USTA, have emphasized
the Joint Board’s statement that the Recommended Decision only applies to high-cost non-rural
carriers and have urged the Commission to refrain from applying determinations made in this
proceeding to high-cost rural carriers.” USTA agrees with NRTA and OPASTCO that the
Commission and Joint Board were “correct in limiting the scope of this proceeding to the non-
rural carrier issues that were before the court and remanded to the Commission for further
explanation.”® USTA also agrees with NRTA and OPASTCO that the “Commission has yet to
refer to the Joint Board the complex issue of developing a long-term universal service support
plan for rural carriers . . . . Consequently, any modification of the existing methodology for
calculating high-cost support for rural carriers, prior to July 1, 2006, would be premature and
jeopardize the predictability and stability that the five-year RTF plan presently offers.””’
Accordingly, the Commission should not permit AT&T to interject into this proceeding a
substantive review of high-cost universal service support for rural carriers when the Commission

has not initiated such a review and properly requested comment on the high-cost rural fund.

> See NRTA and OPASTCO Comments at 1, 2 and 4 and GVNW Reply Comments at 1-2.
6 See NRTA and OPASTCO Comments at 4.
7 See id. at 5-6.
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USTA also emphasized in its comments — and NRTA, OPASTCO, and GVNW agree® —
that the rural high-cost mechanism is governed by the Rural Task Force Order.” USTA
emphasizes again here that rural carriers are currently receiving federal high-cost universal
service support pursuant to the Rural Task Force Order, which provides such support to rural
carriers through a modified embedded cost mechanism through June 30, 2006. This support
mechanism for rural carriers must remain in place through that date to ensure that rural carriers
will have predictable levels of support so that they can continue to provide affordable and quality
telecommunications services to rural America. AT&T’s recommendation that funding to rural
high-cost carriers should now be based on forward-looking economic costs plainly overlooks the
Commission’s clear finding in the Rural Task Force Order on funding to rural carriers.
Specifically, with regard to the Commission’s adoption of funding for high-cost rural carriers
based on a modified embedded cost mechanism, the Commission stated that it believed “that
providing rural telephone companies with a predictable level of universal service support during
a five-year period will create a stable environment that will enable rural telephone companies to
continue providing supported services at affordable rates to rural America.”'® Moreover, USTA
agrees with NRTA and OPASTCO that Joint Board has not questioned in its Recommended
Decision the validity of the five-year period for support to rural carriers provided for in the Rural

Task Force Order."' Accordingly, the Commission should recognize the continuing validity of

¥ See NRTA and OPASTCO Comments at 5 and GVNW Reply Comments at 2.

? See Federal-State Joint Board on Universal Service, Multi-Association Group (MAG) Plan for Regulation of
Interstate Services of Non-Price Cap Incumbent Local Exchange Carriers and Interexchange Carriers, Fourteenth
Report and Order, Twenty-Second Order on Reconsideration, and Further Notice of Proposed Rulemaking in CC
Docket No. 96-45, Report and Order in CC Docket No. 00-256, 16 FCC Rcd 11244 (2001) (Rural Task Force
Order).

1 Rural Task Force Order, para. 167.

' See NRTA and OPASTCO Comments at 5.
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the Rural Task Force Order and should not reduce the timeframe of applicability of the Rural
Task Force Order.

USTA also stated in its comments that the Commission should refrain from applying any
determinations it makes in this proceeding on the non-rural high-cost support fund to rural
carriers because there continue to be significant cost differences between rural and non-rural
carriers, which necessitate the current distinctions between the rural and non-rural high-cost
funds and which the Commission recognized in the Rural Task Force Order."? In addition,
USTA agrees with NRTA and OPASTCO that the “Commission and the Joint Board have
consistently recognized that rural LECs ‘face diverse circumstances and that one-size-does-not-
fit-all in considering universal service support mechanisms that are appropriate for rural
carriers.””'® USTA also agrees with NRTA, OPASTCO, GVNW, and the National Association
of State Utility Consumer Advocates (NASUCA) that the underlying reasons for the
differentiated rural and non-rural universal service support funds remain applicable today."*
These commenting parties all cite the findings of the Rural Task Force in its White Paper 2'° as
the continuing basis for why the determinations made in this proceeding on the non-rural high-
cost support fund should not apply to the rural high-cost support fund. GVNW summarizes these
findings:

1. rural carriers serve more sparsely populated areas;

there is significant variation in study area sizes and customer bases
among rural carriers;

3. the isolation of areas served by rural carriers results in numerous
operational challenges;

12 See Rural Task Force Order, para. 5.

" NRTA and OPASTCO Comments at 6, guoting Rural Task Force Order, para. 4.

14 See NRTA and OPASTCO Comments at 6-7, GVNW Reply Comments at 4-6, and NASUCA Comments at 5.
135 See “The Rural Difference,” Rural Task Force White Paper 2 (Jan. 2000), http:/www.wutc.wa.gov/rtf (White
Paper 2).
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4. compared to non-rural carriers, the customer base of rural carriers
generally includes fewer high-volume users, depriving rural
carriers of economies of scale;

5. compared to customers of non-rural carriers, customers of rural
carriers tend to have a relatively small local calling scope and
make proportionately more toll calls;

6. rural carriers frequently have substantially fewer lines per switch
than do non-rural carriers, providing fewer customers over which
to spread high fixed network costs;

7. total investment in plant per loop is substantially higher for rural
carriers than for non-rural carriers;

8. plant specific and operations expenses for rural carriers tend to be
substantially higher than for non-rural carriers; and

9. customers served by rural carriers have different demographic
characteristics from customers in areas served by non-rural
carriers.'°

AT&T has made no effort to contradict these findings. Accordingly, the Commission should
recognize that these findings remain valid and that they necessitate continuation of separate
universal service funding mechanisms for rural and non-rural carriers.

For the foregoing reasons, USTA urges the Commission not to address in this proceeding
AT&T’s recommendation to provide universal service funding to rural high-cost carriers on the
same basis as such funding is provided to non-rural high-cost carriers. As USTA has explained,
now is not the appropriate time to base universal service support funding for high-cost rural
carriers on the forward-looking economic cost models used for non-rural high-cost carriers. In

addition, now is not the time for the Commission to address the overall size of the universal

'® GVNW Reply Comments at 5-6.
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service fund. The only part of the fund that is under consideration now, and presented for public
comment, is the high-cost fund for non-rural carriers.
Respectfully submitted,

UNITED STATES TELECOM ASSOCIATION
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Robin E. Tuttle
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Its Attorneys
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